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as 
DENMARK - KEY ECONOMIC INDICATORS 


In millions of U.S. Dollars unless otherwise stated (DKR. 6.25 = US $1.00) - 
see note below. 


INCOME, PRODUCTION, EMPLOYMENT 1978 1979 E % Change 1980 P 


GNP at current prices 49,315 54,560 10.6% 59,200 
GNP at constant (1978) prices 49,315 50,794 3.0% 50,500 
Per Capita GNP, current prices, $ 9,664 10,664 10.3% 11,541 
Fixed Investment, current prices 11,012 11,808 7.2% 12,500 
Personal Income, after taxes, current 27,792 30,368 9.3% 33,000 
Labor Force (1,000) 2,645 2,627 -0.7% 2,660 
Average Unemployment Rate, fulltime 7.2% 5.9% n/a 723% 
basis 


INDICES (Base year in parenthesis) 


Sales of Industrial Products (1975) 
Hours worked in manufacturing (1975) 
Hourly Wage Rate in Mfg. (1975) 


MONEY AND PRICES: 


Money Supply (M I) 11,762 12,850 14,400 
Money Supply (M ITI) 22,665 24,903 27,000 
Banks Lending Rate (end period) 12.5% 16.1% 18.0% 


INDICES (Base year in parenthesis) 


Wholesale Prices (1968) 
Consumer Retail Sales (1975) 
Consumer Prices, incl. taxes (1975) 


BALANCE OF PAYMENT AND TRADE: 


Gold & Foreign Exchange Reserves 
External Government Debt 
Annual Debt Service ratio 
Current Balance of Payments 
Balance of Trade (cif/fob) 
Exports (fob) incl. Agricultural 
Payments from the E.C. 
U.S. Share 
Imports (cif) 
U.S. Share 
E = Estimated 
P = Projected 
Main imports of U.S. origin products (Jan-Dec 1979) (Thousands of metric tons 
where applicable and millions of U.S. Dollars): Machinery $207; Soybeans 351 MT 
$84; Transport equipment $63; Chemicals and products $57; For military purposes 
$52; Feedstuffs $43; Instruments/optical articles $42; Grain 138 MT $30; Tobacco 
6 MT $20; Fruit and Vegetables $19; Plywood 33 MT $17. 


NOTE: The above statistics, orginally expressed in national currency, were con- 
verted at the uniform rate of D.Kr. 6.25 = $1.00 to preserve year-to-year 
comparability. For actual amounts, multiply dollars by conversion factor below. 
Actual exchange rate (Dkr per $1.00) 5.52 5.26 -4.6 5.90 
Conversion factor 7.3322 1.1882 1.0593 





SUMMARY 


The Danish economy showed a moderate three percent expansion in 1979, and 
activity was still relatively high in early 1980 as export sales were 
sustained and consumer demand eased only slightly. However, marked 
slowdown which may turn into recession is expected during the year as both 
external and domestic demand fall off. 


Denmark's generally poor economic situation has few bright spots. Suc- 
cesive energy cost rises have worsened terms of trade and aggravated an 
already severe negative balance of payments. The continuation of foreign 
borrowings to finance the payments deficits paired with rising inter- 
national interest rates add to the problem. With no prospects for an 
international upturn and export gains to remedy the situation, the govern- 
ment has embarked upon a deflationary policy to correct the economic 
imbalance, but its implementation is impeded by political divisions and 
trade union opposition. Expectations of rising unemployment after a tem- 
porary easing in 1979 have not softened union attitudes. Incomes policy 
programs have been inadequate to prevent wage rises of 10 to 12 percent, 
and accompanying measures to restrict profits have made industrial 
investors even more cautious. Investment will be down this year in the 
industrial sector as well as in residential construction and public works. 
Higher taxes and prices may reduce consumer spending by as much as five 
percent. Exports and public outlays will provide only a limited stimulus 
to the economy -- hardly enough to keep it out of the red. Imports may drop 
somewhat, but the outlook for exports is modest. Capital inflows have been 
required to cover the payments deficit and maintain adequate foreign 
exchange reserves. The Danes generally favor stable exchange rates and 
support the European Monetary System (EMS) but deviated from this course in 
1979 when the krone was devalued by 8 percent. 


Denmark receives six or seven percent of its non-energy imports from the 
United States and provides stable markets for major U.S. farm produce such 
as soybean and corn as well as for a variety of raw materials and 
semi-manufactures. The U.S. also holds about ten percent of the Danish 
capital goods market but only three percent of the consumer market. The 
Danish market clearly will be less buoyant in 1980 and subsequent years, 
but loss of sales should be limited and gains even possible, given suf- 
ficient marketing efforts. 





CURRENT ECONOMIC SITUATION AND TRENDS 


From Affluence to Austerity 


Denmark's economic situation entering 1980 is generally poor. The balance 
of payments deficit is as bad as ever and likely to worsen; unemployment, 
temporarily down last year, is on the way up; and inflation is again 

risinge Denmark can no longer afford to wait for the improvement in inter- 
national conditions which could, if not settle, at least mitigate the 
country's persistent deficit position. External conditions will more likely 
aggravate than improve Denmark's economic situation. 


Current Danish efforts at long-term economic planning recognize these facts 
and also that the country must solve its own problems. For this small but 
affluent society, the year 1980 may go down in history as marking the 
departure from an unbroken line of growing welfare and ever-increasing 
spending by government and people; it may be the beginning of a decade of 
austerity. As circumstances force the country into a prolonged period of 
economic restraint, comfort may be taken from the fact that standards are 
high enough to allow sacrifices without serious effect on the economic 
viability of the household. 


Problems of Adjustment 


Because of the openness of the Danish economy and its almost total depen- 
dence upon imported energy and raw materials - and also, therefore, on 
export markets to finance imports - the country has felt the full force of 
the direct and indirect effects of energy cost developments. Not only have 
price rises increased the import bill, but slackening international acti- 
vity has reduced the export gains which for several decades had helped 
finance expansion in both public and private sectors. 


Adjustment to changed conditions has been slow, however, initially because 
Denmark shared with other Western countries the sanguine hope that the cri- 
sis would blow over, and later because of rigidity of established social 
patterns and lack of political resolution. The Danish Folketing 
(Parliament) is splintered in almost a dozen different party groups, 
several quite small and none strong enough to muster a majority. The 
Social Democrats, the largest single party, hold only one third of the 
parliamentary seats. Their present minority government, while recognizing 
the urgent need for economic adjustment measures, is handicapped not only 
by inadequate parliamentary support but also by internal struggles and 
trade union reluctance to cooperate. 


Payments Deficit May Worsen 


Denmark's dual problem of a large and growing payments deficit coupled with 
rising unemployment is not unique among Western countries today but is pro- 
bably somewhat more severe and persistent than elsewhere. Having literally 
no natural resources, the country financed its strong post-war expansion 
partly by capital imports. The current account of the balance of payments 





has been in deficit every year since 1964, but the deficit remained mana- 
geable until the '1973-74 oil crisis, when it rose sharply. Repeated 
attempts to check the imbalance by fiscal measures supplementing a con- 
sistently tight monetary policy have had short-lived and inadequate 
effects. In 1979, despite satisfactory developments in exports and improve- 
ment in the export/import ratio, the current account deficit doubled, 
approaching three billion dollars, or five percent of GNP. Terms of trade 
helped to reduce the deficit in 1978 but turned sharply negative in 1979, 
and mounting interest payments on growing foreign debt also added to the 
deficit. The limited growth of international markets now forecast for 1980 
will adversely affect Danish exports; new energy cost rises will cause a 
further deterioration in terms of trade; and debt management costs will be 
up again. Although demand restraints may reduce imports somewhat, the 
payments deficit is still likely to increase. 


Rising Debt Management Costs 


External deficit financing had brought Denmark's foreign debt to a level of 
some 13 billion dollars, or about 20 percent of GNP, by the end of 1979. 
About half of this is government debt, one quarter is short-term commercial 
debt, and the remainder medium-term loans for industry and farming, mostly 
for investment purposes. Business is encouraged to borrow abroad by a 
tight and expensive domestic credit market with lending rates already above 
18 percent in 1979. Since mid-1979 the official discount rate has been 
raised by five percent to 13 percent; bond rates - which also govern the 
central bank's marginal discount rate to banks - are around 20 percent. 
Considering the steep rise in interest rates internationally, however, 
Danish rates may well have to rise further in order to remain competitive. 
Debt-financing costs, rather than the actual debt level, have thus become a 
growing concern for the government as well as for private sector entre- 
preneurs.e The government's foreign debt service costs are approaching 

five percent of GNP, and costs of financing a large fiscal budget deficit 
in the domestic bond market are also mounting.e Rising costs led the 
Treasury to under-finance the budget deficit in the second half of 1979, 
placing an increased burden of money management on a grudging central bank. 


Reserve Protection and Exchange Rate Stability 


Combined public and private capital imports were, until mid-1979, large 
enough to cover the rising current payments deficit and even to permit some 
further buildup of reserves. The reserves lent stability to the Danish 
krone, which was helped also by the Danish membership in the European Mone- 
tary System (EMS). Although the krone is not regarded as a strong partner 
in the system, efficient management of deficit financing - and access to 
support from other and more powerful partners - has made it possible to 
keep the krone in line and to maintain the traditional Danish policy of 
stable exchange rates. Prior to 1979 adjustments of the krone rate took 
place only in connection with wider, international exchange rate 





realignments, but the Danish government departed from this policy in 
November when the krone was devalued by 5 percent as a forerunner to an 
economic restraints programe In 1979 the krone underwent devaluation 
totaling 8 percent including the effects of the September realignment in 
the EMS. 


In order to limit the inflationary effects of the 1979 devaluations, wage 
indexation was modified to exclude the effect of price rises directly 
related to devaluation and energy costs. Wage movements are hard to check, 
however, and the Danish monetary authorities generally are skeptical that 
exchange rate adjustments are an effective economic tool. 


The Unemployment Problem 


The acute balance of payments problem is receiving priority attention in 
present economic policy, albeit at the cost of another rise in unemployment 
after a temporary improvement in 1979. Employment dropped in the produc- 
tion sectors after the first oil crisis and has been almost stagnant since 
1975, a small increase in manufacturing and construction having been offset 
by a corresponding decline in farming and fishing. During the same period, 
increasing numbers of women entered the labor market. Although many of the 
women found jobs in the expanding public sector, especially in health, 
education, and welfare, many became unemployed. In 1979, about 30,000 
older workers, almost all male, took advantage of a new early-retirement 
scheme and unemployment dropped from seven to six percent. It is likely to 
rise again in 1980. 


Decline in Real Earnings 


The rate of inflation has been holding around nine percent, or near the 
European average. Consumer prices have been rising somewhat faster, 
however, partly because of the impact of rising import prices and partly 
because of successive increases in sales taxes. In 1978 stable import pri- 
ces helped hold down domestic price rises, and the rate of inflation at the 
beginning of 1979 was probably below seven percent, although it was back to 
nine percent by the end of the yeare Attempts to check increases in pro- 
duction costs by incomes policy measures have had limited success. Last 
September, failure to agree on an all-out wage control program brought down 
the coalition of Social Democrats and Liberals after only 13 months in 
office. The limited wage-control measures subsequently introduced are not 
expected to prevent the acceleration of wage increases from ten percent in 
1979 to 12 percent in 1980. However, because of price rises and increases 
in both direct and indirect taxes, real income and consumer demand may drop 
between three and five percent in 1980. 





Export-Led Production Gain in 1979 


The three percent growth in production in 1979 - twice the rate of 1978 - 
was caused primarily by an eight percent rise in exports and a six percent 
rise in public spending.e Consumer demand rose little and investment not at 
all, although there were variations among sectors. Industrial investment 
was stable (after a decline the year before), but the rise in farm invest- 
ment slowed markedly, and residential construction dropped sharply. The 
increase in public outlays was concentrated on public services - public 
construction works fell off slightly. 


Stagnation or Recession in 1980 


Although export growth in 1980 may drop to three or four percent, the net 
stimulus offered to GNP by foreign trade may increase in view of an 
expected two percent decline in imports. This stimulus will hardly be 
enough, however, to offset the anticipated decline in domestic demand. A 
ceiling of about three percent has been imposed on government spending; 
service outlays may still rise six or seven percent, but the cut in public 
construction will be much deeper. Other investment will also drop, 
possibly very sharply. Residential construction is already on the way down 
and could fall another ten percent, affected by steeply rising interest 
rates, less money in households, and growing uncertainty about the future 
tax treatment of homeowners. Farm investment, which for several years 
showed annual increases of 15 to 20 percent, slowed down in 1979. Many 
young farmers are running into an over-investment squeeze between growing 
interest payments and less-than-expected price rises for their animal 
products. The agricultural investment boom could come to a very abrupt 
halt. In manufacturing industries the investment climate is definitely 
cooling off. Plant construction declined in 1979 while equipment purchases 
held up. Darker prospects in both foreign and domestic markets for 1980 
and subsequent years offer little incentive for expansion of an already 
under-utilized production capacity, but cost-cutting modernization will 
continue. Industry forecasts now anticipate an investment decline of 10 to 
20 percente The pessimism of these forecasts may be partly a reaction to 
recent tax measures (an increase in the corporation tax from 37 to 40 per- 
cent and cessation of a temporary 10 percent investment tax credit) which 
did nothing to improve business confidence. Official economic forecasts 
were recently revised to predict a one percent negative overall growth rate 
in 1980. This prediction would assume a rather sharp decline over the 
year, since activity continued unabated through the first quarter of 1980. 
Export sales kept up well, but if and when the expected international 
recession develops, it will of course hurt Danish production. Domestic 
demand may drop more than the three percent presently forecast, especially 
if the government's plans for another deflationary program this spring are 
carried throughe Depending upon the strength and stability of export 
demand, the economy might hold its present pace, but it could turn quite 
recessive later in 1980. 





IMPLICATIONS FOR THE UNITED STATES 
International Ties Are Strengthened 


Denmark's economic problems may be partly self-inflicted, but the economy 

is also closely tied to international developments. Economic considerations 
in 1973 turned Denmark toward the European continent and membership in the 
European Economic Community. Farm trade is an important factor and, 
although traditionally nonprotectionist, Denmark values the benefits of the 
EEC's farm subsidy system (CAP) and is defensive regarding any U.S. action 
(countervailing duties) which might detract from those benefits. In other 
areas Denmark is a devout supporter of trade liberalization. 


Monetary Cooperation - and Dependence 


Denmark participates in the European Monetary System (EMS) through which 
the Danish krone enjoys the protection of stronger European currencies, 
especially the Deutschmark, and favors further consolidation of the system 
and the establishment of a European monetary fund. Denmark also par- 
ticipates in wider monetary cooperation, for instance in the IMF, and has 
so-called swap arrangements with the other Nordic countries as well as with 
the Federal Reserve Board. Denmark settles over 20 percent of its foreign 
commercial transactions in U.S. dollars, and 40 percent of its foreign debt 
is dollar-denominated. Accordingly, a more expensive dollar places an 
additional burden on an already strained economy. 


American Financial Involvement 


Requirements of deficit financing, and of debt refinancing, have made 
Denmark a steady customer in the international capital market and have 
brought U.S. financial institutions increasingly to the Danish market, 

not only in consortia loans to the government, but also through Danish 
banks, to market borrowers. Denmark can be expected to seek foreign loan 
capital for quite some time to come. The Danish government is concerned 
less about the actual debt level than about the cost of financing the 

debt at rising interest rates and the preservation of market confidence. 
These concerns are reflected in the government's present efforts toward a 
long-term economic program to check the imbalance. In view of the 
country's advanced standards this should not be an impossible task, but 

it will require political resolution and time to be completed. In the 
meantime, the government debt appears well managed and still well within 
the capacity of the budget. With regard to private sector loans, demand 
for foreign investment capital may be waning as foreign interest rates 
have become relatively less favorable and because investors at present 

are cautious. The well organized and solid Danish banking system provides 
ample protection in the few cases where borrowers cannot meet their commit- 
ments. 





Danish Investment in the U.S. 


Several Danish industries have set up production in the United States in 
recent years; most had previously established markets in the U.S. Since 
World War II, manufacturing has grown rapidly although Denmark posesses few 
natural conditions for industrial development. Danish industrialists have 
applied innovative talent and high technology in processing imported raw 
materials and semi-manufactures. About 30 percent of Danish industrial 
production is exported; many industries export almost their entire 
production. As domestic production costs have risen faster than in other 
countries, and as domestic credit remains tight and expensive, and taxes 
high, industries have become more interested in producing abroad. Customs 
barriers are another factor. Industrial area developers in the United 
States should be aware of the investment and technology opportunities 
offered by this trend. 


The Danish Market 


The reduction in overall Danish imports in 1980 will not affect sales of 
all U.S. products equally. The decline in public and private investment 
will probably have the strongest effect, while the decline in consumer 
demand will affect U.S. sales only to a limited extent. The U.S. share of 
Danish imports has remained stable for several years at about five percent 
(six to seven percent of non-energy imports); U.S. exporters have not pro- 
fited much from past advantages of a cheap dollar and lower-than-European 
inflation rates, and perhaps a strengthening dollar and increased inflation 
will not have too adverse an effect. 


Agricultural Trade 


Farm products account for about one third of U.S. exports to Denmark. This 
is a stable market, although subject to year-to-year fluctuations according 
to crop and price conditions. . 


Major imports are soybeans, oilmeal, and corne In 1979 a small decline in 
soybean sales was offset by an increase in oilmeal sales. The soybean loss 
may be partly recovered in 1980 with sales of about 400,000 MT, and oilmeal 
sales could increase beyond the 1979 level of 190,000 MT as pork production 
is rising. Successive record grain harvests have reduced Danish demand for 
imported corn, but U.S. sales in 1980 may be maintained at the 1979 level 
of 150,000 MT. Danish tobacco consumption and imports are declining, and 
U.S. sales are yielding to suppliers enjoying EC preferences; sales dropped 
17 percent in 1979 and may decline another 10 to 12 percent this year to 
about 5,000 MT. 





Raw Materials and Semi-Manufactures 


Another third of U.S. sales to Denmark is made up of a wide range of 
materials and semi-manufactures for use in Danish production, and U.S. 
suppliers must share with their Danish customers the gloomy prospects for 
Danish domestic and export markets. According to industry forecasts almost 
all industries expect a downturn later in the year, but their production 
levels and orderbooks at the beginning of 1980 were still holding good. 
Variations among industries exist, however. Engineering and metalworking 
industries show a better record than electronics industries; textiles are 
better off than the garment, shoe, and leather industries. U.S. origin 
electronic components and parts maintain a dominant position in their 
market, but it could be a declining market. American synthetic fiber and 
fabrics are highly competitive, and sales to Denmark doubled in 1979 with 
prospects for further gains this yeare U.S. raw cotton sales were also 
doubled in 1979 to about 1,350 MT, but sales may fall again in 1980 as 
Danish mills complain of too narrow profit margins. U.S.- sales of cotton 
fabrics, which tripled in 1979, may continue to benefit accordingly. U.S. 
suppliers have recovered their dominant share of the market for plywood 
building materials, but sales are unlikely to increase as new construction 
falls off. 


The Capital Goods Market 


Investment activity will undoubtedly decline in 1980, but the question 
remains how much and how soon. Outside of specific industries 
(electronics, garments), investment programs were not substantially reduced 
early this year. There were few increases, however, and the general atti- 
tude was one of caution. American capital equipment gained modestly in 
1979 and attained a market share of about ten percent. Leading products 
are electronic data and word processing equipment; and electronic 
measuring, testing, and process-control equipment are still items with 
excellent potential. As Denmark seeks greater oil independence, a major 
natural gas project, estimated to cost one billion dollars, has been ini- 
tiated to distribute gas resources from the North Sea. The project was 
designed according to U.S. standards and offers interesting opportunities 
for American equipment and know-how. Power industries and fuel-heavy 
industries are shifting from oil to coal, and environmental programs are 
expanding, creating increasing demands for anti-pollution equipment for 
both outdoor and indoor (industrial) climates. 


The Consumer Market 


Consumer goods constitute nearly 20 percent of Danish imports, but the 
United States has captured only three percent of this market; about half of 
the U.S. sales are food products. Denmark imported some 200 MT of U.S. 
quality beef in 1979 and these imports could increase considerably because 
of quota concessions by EC during the MTN negotiations. U.S. sales of 





fruits and vegetables dropped 20 percent in 1979 and are unlikely to 
recover because of EC preferences and Brazilian competition on fruit 
juices. U.S. shrimp sell well but yielded temporarily in 1979 to price 
competition from Greenland products. After the lifting of veterinary 
restrictions in 1979, UeSe sales of live eels have developed rapidly and 
could reach a level of a million pounds this year. Marketing efforts by 
U.S. exporters of wearing apparel and footwear have proved worthwhile; an 
interesting market is developing for leisure goods and sportswear; U.S. 
sales of cotton sports shirts, jeans, and sports footwear have also risen 
sharply. Home furnishing textiles also appear to have an increasing 
potential. U.S. sales of consumer durables so far have been limited to 
lawn mowers, photographic equipment and personal medical aids. Products 
meeting Danish (or EC) electrical standards (220 volt) would seem to have 
unexploited potential. 


Significant U.S. Export Possibilities: 


Food processing equipment: Milk shake and soft ice machines; fast food 
restaurant machinery; continuous hamburger lines; microwave ovens; electro- 
nic weighing cells; mobile stackers and palletizers; meat processing 
equipment. 


Electronics: Semiconductors; switches and relays; integrated 
circuits; alloys for printed circuits; production and testing equipment. 


Clothing and Footwear: T-shirts and sweatshirts (cotton or cotton blend); 
hiking boots; men's dress shirts (UeS. brand); sport shirts (local brand). 


Refrigeration and Air-conditioning Equipment: Single air-conditioning 
units (mainly for Danish contractors servicing developing and middle-east 


countries). 


Safety and Security Systems: Personal access control systems; 
smoke detectors; electronic burglar alarms. 


Natural Gas Equipment: Onshore gas treatment equipment; pumps, valves and 
compressors, consulting services. 


Electronic Data Equipment: Mini and microcomputers; terminals; 
low-priced printers; electronic word processing machines. 
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